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The International Monetary Fund: Organization, 
Functions, and Role in the International Economy 

Summary 

The International Monetary Fund (IMF), conceived at the Bretton Woods 
conference in July 1944, has become the focal point of the international monetary 
system. Created in 1946 with 46 members, it has grown to include 184 countries. 
The IMF has six purposes that are outlined in Article I of the IMF Articles of 
Agreement. They are the promotion of international monetary cooperation; the 
expansion and balanced growth of international trade; exchange rate stability; the 
elimination of restrictions on the international flow of capital; insuring confidence 
by making the general resources of the Fund temporarily available to members; and 
the orderly adjustment of balance of payment (BOP) imbalances. 

At the Bretton Woods conference, the IMF was tasked with coordinating the 
system of fixed exchange rates to help the international economy recover from two 
world wars and the instability in the interwar period caused by competitive 
devaluations and protectionist trade policies. From 1946 until 1973, the IMF 
managed the ‘par value adjustable peg’ system. The U.S. dollar was fixed to gold at 
$35 per ounce, and all other member countries’ currencies were fixed to the dollar 
at different rates. This system of fixed rates ended in 1973 when the United States 
removed itself from the gold standard. 

Floating exchange rates and more open capital markets in the 1990s created a 
new agenda for the IMF — the resolution of frequent and volatile international 
financial crises. The Asian financial crisis of 1997-8 and subsequent crises in Russia 
and Latin America revealed many weaknesses of the world monetary system. 

To better help it achieve its overall goal of promoting a stable international 
monetary system, the IMF’ s format has changed dramatically since it was created in 
1945. Designed initially to provide short-term balance of payments (BOP) lending 
and monitor member countries’ macroeconomic policies, the IMF has steadily 
incorporated microeconomic factors such as institutional and structural reforms into 
its activities. These had been seen previously as the exclusive province of the World 
Bank and other development agencies. The IMF found that, in order to pursue its 
core responsibilities in the changed world economy, it needed to pay greater attention 
to “second generation” reforms, as economists call these sorts of issues. 

IMF member countries agreed on a quota increase in 1997. The U.S. Congress 
subsequently appropriated additional funding for the IMF in October 1998 in the 
midst of the Asian financial crises, a decision that engendered considerable debate 
in light of growing criticism of the IMF and its lending practices. In 2002, the IMF 
did not request any additional increase in funding. Although appropriations of new 
funds for the IMF is not pending, Congress exercises oversight authority over U.S. 
policy at the IMF and over its lending practices. This report supports congressional 
oversight of the IMF by providing an understanding of its organization, functions, 
and role in the world economy. This report will be updated only if major events and 
new developments require. 
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The International Monetary Fund: 
Organization, Functions, and Role 
in the International Economy 



Background and Introduction 

History of the IMF 

The International Monetary Fund was created in 1946, a result of the 1944 
international financial conference at Bretton Woods, New Hampshire. It was created 
in order to prevent a return of the international financial chaos that preceded — and 
in some ways precipitated — World War II. During the 1930s, many countries 
pursued “beggar-thy-neighbor” economic policies — restricting purchases from 
abroad in order to save scarce foreign exchange, cutting the value of their currencies 
in order to underprice foreign competitors, and hampering international financial 
flows — in ways that deepened the world depression and accelerated the decline in 
economic activity. The IMF was designed to limit or prevent this kind of economic 
behavior. 

Technically, the IMF is a specialized agency of the United Nations but it 
functions virtually independently of UN control. The IMF must obey directives of 
the U.N. Security Council, but it need not comply with directives from the U.N. 
General Assembly or other U.N. agencies. 

Rather than being organized on a one-country, one-vote basis, as is the United 
Nations, the IMF has weighted voting. The IMF has 184 member countries, whose 
voting share depends on the size of their quota or financial commitment to the 
organization. A country’ s quota is determined by its size and its level of participation 
in the world economy. The amount a country can borrow from the IMF is 
determined by the size of its quota. The United States is the largest single 
shareholder, with a 17.2% voting share. Together, the nine Executive Directors 
(EDs) representing the G-7 countries and other advanced countries in Europe have 
nearly 56% of the vote. Most decisions are reached by simple majority, though a 
decision is generally expressed by consensus. Some special matters (changes in the 
Articles of Agreement or approval of new quota increases, for example) require an 
85% affirmative vote. No country can block or veto loans or other operational policy 
decisions by the IMF. However, because the U.S. vote exceeds 15%, no quota 
increases, amendments or other major actions can go into effect without its consent. 
The same can be said for other major blocks of IMF member countries. 
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The IMF’s Mandate 

As set forth in its Articles of Agreement, the purposes of the IMF are (1) to 
promote international cooperation on international monetary problems, (2) to 
facilitate the expansion and balanced growth of international trade, promoting high 
levels of employment and real income and the development of productive resources 
in all member countries, (3) to promote exchange rate stability and to avoid 
competitive exchange rate depreciation, (4) to help establish a multilateral system of 
payments among countries for current transactions and to help eliminate foreign 
exchange restrictions which hamper world trade, (5) to make loans to member 
countries on a temporary basis with adequate safeguards for repayment, “thus 
providing them with opportunity to correct maladjustments in their balance of 
payments without resorting to measures destructive of national or international 
prosperity,” and (6) to shorten with such loans the duration and to lessen the degree 
of disequilibrium in the international balances of payments of members. 

The International Monetary Fund is an international financial institution (IFI) 
which deals mainly with balance of payments (BOP), exchange rate, and international 
monetary concerns. Originally, the IMF focused primarily on macroeconomic issues. 
It monitored the macroeconomic and exchange rate policies of member countries and 
it helped countries overcome BOP crises with short-term loans conditioned on their 
making improvements in their macroeconomic performance. Institutional and 
microeconomic is sues were generally considered the province of the W orld B ank and 
the other multilateral development banks (MDBs). In recent years, however, the 
Fund has found that these issues have a much larger impact on countries’ abilities to 
pursue effective macroeconomic and exchange rate policies. Increasingly, it has 
included them among the subjects which need to be addressed in the context of its 
loan programs. It has also given increased attention to institutional and 
microeconomic issues in its consultations with member country governments, its 
surveillance activities, and the technical assistance it offers to member countries. 

The IMF is a monetary institution, not a development agency. Its sister agency, 
the World Bank, was created at the same time as the IMF in order to provide long- 
term loans and to stimulate growth and economic development in war-damaged and 
developing countries. Even so, economic development and growth are core 
objectives of the IMF, as specified in purposes 2 and 4 above. The founders 
believed that international monetary stability would facilitate the growth of world 
trade and that this in turn would generate higher levels of employment, increased 
income, and expanded growth and development in the countries participating in the 
post-World War II international economy. 

The founders also expected (purposes 5 and 6) that the IMF would be a means 
through which countries could remedy their domestic economic problems without 
resorting to the kinds of “beggar-thy-neighbor” practices which sought to shift the 
burden of adjustment onto other countries. Countries with chronic balance of 
payments deficits could get short-term IMF loans to help them weather a balance of 
payments crisis. It was generally presumed that BOP deficits, inflation, 
unemployment and low levels of economic activity were the result of inappropriate 
domestic economic policies. Better policies and adjustments in the exchange rate for 
the country’ s currency were deemed to be the appropriate response to this situation. 
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It was expected that IMF assistance would help countries shorten the depth and 
duration of their economic problems and help contain or prevent the spread of 
monetary instability to other countries. 

As the largest single contributor ($50.4 billion cumulatively) to the IMF, the 
United States has a leading role in shaping the IMF’s lending, surveillance, and 
advisory operations. Both House and Senate committees frequently hold hearings on 
IMF activities in developing countries and on IMF reform. Other countries are also 
concerned that steps should be taken to make the IMF more effective. 

The Role of Congress in Making IMF Policy 

The President has the ultimate authority under U.S. law to direct U.S. policy and 
instruct the U.S. representatives at the IMF, and the multilateral development banks 
(MDBs). The President, in turn, has generally delegated authority to the Secretary 
of the Treasury. The Treasury’ s Under Secretary for International Affairs and his staff 
manage day-to-day U.S. participation. With the advice and consent of the Senate, the 
President names individuals to represent the United States on the executive boards 
of the MDBs. The Executive Board deals with operations and must approve any loan 
or policy decision. 

The Secretary of the Treasury serves as the U.S. representative on the World 
Bank Board of Governors, where each country has its own representative. The Board 
of Governors is the highest level decision making body of the World Bank. In both 
the World Bank Executive Board and Board of Governors countries have voting 
shares comparable to their financial contributions. At the World Bank, the United 
States has a 16% vote in the principal loan window. 

Congress must give its consent by law before the United States may agree to 
participate in any new funding agreements. The Senate has advise and consent 
authority over all persons nominated to represent the United States at the IMF and 
the multilateral development banks. On many occasions, Congress has enacted 
legislation specifying what U.S. policy shall be in the international financial 
institutions (IFIs) and how the U.S. executive directors at these institutions shall vote 
and the objectives they shall pursue. For example, the Anti-Terrorism and Effective 
Death Penalty Act of 1996 (P.L. 104-132) instructs the Treasury Department to 
oppose any loan or other use of IFI funds to or for any country for which the 
Secretary of State has determined is a state-sponsor of terrorism. Congress has also 
frequently made specific suggestions to the Administration through Sense of 
Congress resolutions or language in committee reports accompanying legislation 
suggesting specific goals and priorities the United States ought to emphasize in the 
IFIs. Since the World Bank and the other multilateral institutions are not agencies 
of the U.S. government, but rather international institutions, their activities and 
policies are not subject to U.S. law. 
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The IMF’s Organizational Structure 

Figure 1 shows the organizational structure of the IMF (as of March 2004). The 
Board of Governors (BOG) is the highest authority in the IMF. All countries are 
represented on the BOG (usually at the Finance Minister level or equivalent). The 
BOG usually meets annually in the fall. A committee of the BOG, the International 
Monetary and Financial Committee (IMFC) meets twice annually to consider major 
policy issues affecting the international monetary system and make recommendations 
to the BOG. The Development Committee, a joint committee of the Boards of 
Governors of the IMF and World Bank, also meets at the same time to consider 
development policy issues and other matters affecting developing countries . The two 
committees generally issue communiques at the close of their meetings, summarizing 
their findings and recommendations. These often serve as policy guidance to the 
IMF and Bank, pending final action by the BOG, and as a means for airing views and 
for coordinating or harmonizing country policies on issues of international concern. 



Figure 1. IMF Organization Chart 





T 


Board of 


~T 


Joint IMF-World Bank 


Monetary and 




Governors 




Development 


Financial 








Committee 1 


Committee 











Executive Board 



Independent 
Evaluation Office 



AREA 

DEPARTMENT S 

African 

Department 

Asia and 

— Pacific 
Department 

European I 

Department 

European II 

Department 

Middle 

— Eastern 
Department 

Western 

— Hemisphere 
Department 



Managing Director 
Deputy Managing 
Directors 







Investment 


Office of 


Office of 


Office of 


Office- Staff 


Budget 


Internal 


Technical 


Retirement 


& 


Audit and 


Assistance 


Plan 


Planning 


Inspection 


Management 



FUNCTIONAL AND SPECIAL INFORMATION SUPPORT 

SERVICES DEPARTMENTS & LIAISON SERVICES 



4 



Finance T 
Department | 

Fiscal Affairs 
Department 



IMF 

Institute 





Joint 

Africa 

Institute 






Joint 

Vienna 

Institute 






Sinaaoore 






Institute 





International 

Capital 

Markets 

Department 



Legal 

Department 








Monetary and 
Financial 
Systems 
Department 








Policy 

Development 
and Review 
Department 








Research 

Department 








Statistics 

Department 





External 

Relations 

Department 








Office in 
Europe - 








Office in 
Geneva 2 








Regional 
Office for 
Asia and the 
Pacific 2 








Fund Office 
United 
Nations 2 





Human 

Resources 

Department 








Secretary's 

Department 








Technology 
and General 
Services 
Department 





1 Known formally as the Joint Ministerial Committee of the Boards of Governors of the Bank and the 
Fund on the Transfer of Real Resources to Developing Countries. 

2 Attached to the Office of Managing Director 



Source: IMF 



http://wikileaks.org/wiki/CRS-RL32364 



CRS-5 



Day-to-day authority over operational policy, lending, and other matters is 
vested in the Board of Executive Directors (BED), a 24 member body that meets 
three or more times a week to oversee and supervise the activities of the IMF. The 
five largest shareholders are the United States, Japan, Germany, Britain and France; 
all appoint their own representatives on the Board. The remaining members are 
elected (for two year terms) by groups of countries, generally on the basis of 
geographical or historical affinity. A few countries — Saudi Arabia, China and 
Russia — have enough votes to elect their own executive directors (EDs). Most 
countries are represented on the BED, however, by EDs who also represent five to 
twenty other countries. The EDs each have voting authority equal in size to the 
combined vote of the member countries that appointed or elected them. They must 
cast their votes as a unit. The executive board has several committees which 
examine policy and budget issues and other important matters. 

The IMF executive board selects the Managing Director of the IMF, who serves 
as its chairman and as chief executive officer of the IMF. 1 The Managing Director 
manages the ongoing operations of the Fund (under the policy direction of the 
executive board), supervises some 2,800 staff members, and oversees the preparation 
of policy papers, loan proposals, and other documents which go before the executive 
board for its approval. Most of the material which comes to the executive board is 
prepared by IMF management or staff. However, some documents and 
recommendations are prepared by executive directors themselves or by the 
governments they represent. The Managing Director is elected for a five-year 
renewable term of office. The executive board also approves the selection of the 
Managing Director’s principal assistants, the First Deputy Managing Director and 
two other Deputy Managing Directors. By tradition, the European countries have the 
right to nominate persons who might be elected as IMF Managing Director. (The 
U.S. has a similar prerogative at the World Bank.) The First Deputy Managing 
Director of the IMF is typically a U.S. citizen. Recent controversies have prompted 
the board to consider possible ways the Managing Director might be selected on the 
basis of merit, rather than by geography or political connections. 



The IMF’s Main Functions and Activities 

The IMF has three principal functions and activities: ( 1 ) surveillance of financial 
and monetary conditions in its member countries and of the world economy, (2) 
financial assistance to help countries overcome major balance of payments problems, 
and (3) technical assistance and advisory services to member countries. 

Surveillance 

Oversight. IMF members agree, as a condition of membership (Article IV), 
that they will “collaborate with the Fund and other members to assure orderly 
exchange arrangements and to promote a stable system of exchange rates.” In 



'For further discussion of this issue, see CRS Report RS21810, International 
Monetary Fund: Selecting a New Managing Director (2004), April 13, 2004. 
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particular, they agree to pursue economic and financial policies that will produce 
orderly economic growth with reasonable price stability, to avoid erratic disruptions 
in the international monetary system, not to manipulate their exchange rates in order 
to attain unfair competitive advantage or shift economic burdens to other countries, 
and to follow exchange rate policies compatible with these commitments. 

The IMF Articles of Agreement require (Article IV) that it “oversee the 
international monetary system in order to ensure its effective operation” and to 
“oversee the compliance of each member with its obligations” to the Fund. In 
particular, “the Fund shall exercise firm surveillance over the exchange rate policies 
of member countries and shall adopt specific principles for the guidance of all 
members with respect to those policies.” Countries are required to provide the IMF 
with information and to consult with the IMF upon its request. The IMF staff 
generally meets each year with each member country for “Article IV consultations” 
regarding its current fiscal and monetary policies, the state of its economy, its 
exchange rate situation, and other relevant concerns . The IMF’ s reports on its annual 
Article IV consultations with each country are presented to the IMF executive board 
along with the staff’s observations and recommendations about possible 
improvements in the country’s economic policies and practices. 

Access to Information. The information in these reports about their 
economic conditions, performance and policies is the property of the countries 
concerned and may not be disclosed without their consent. In recent years, however, 
the IMF has successfully persuaded most countries to allow publication of their 
Article IV consultation reports, loan documents, and other information about their 
economic policies and conditions. The IMF makes these available to the public on 
its country information page, available at [http://www.imf.org] . Most countries now 
also publish on their IMF country page considerable information (often the verbatim 
text of their letters of understanding with the IMF) concerning the stabilization 
programs they plan to pursue in connection with an IMF loan. These are generally 
the product of close discussions between IMF staff and country officials. The IMF 
executive board will not normally approve a loan unless the condition embodied in 
these plans is acceptable to it. The IMF executive board must approve the 
disbursements at each stage of these loan programs. Its published remarks often give 
the reader considerable insight into the borrower’s performance and its degree of 
compliance with loan “conditionality.” 

In exercising its oversight and surveillance function, the IMF also publishes 
numerous reports each year on economic conditions and trends in the world 
economy. These include, for example, its World Economic Outlook (which provides 
each year an overview of conditions in the world economy) and International 
Financial Statistics (a monthly compilation of detailed economic data on all 
countries.) The Fund is required (Article VIII, Section 7) to publish an annual report 
on its operations, transactions, and resources and it is authorized to publish “such 
other reports as it deems desirable for carrying out its purposes.” These are available 
through its publications page, also available at the IMF website. 

This authority does not extend, however, to the publication of information about 
the internal conditions in member countries. Countries are required (Article VIE, 
Section 5) to provide the IMF with information about their economic and monetary 




